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As the global economy slogged through the worst of the financial crisis in late 2008 and most of 2009, the insurance industry seemed to be mired as deeply as any other sector of the financial services industry.

Insurance firms’ investment portfolios suffered, and in June 2009, global accounting firm Ernst & Young released a report identifying the insurance industry as the sector most at risk of financial meltdown as a result of the ongoing crisis.

Coincidentally, June was also the month in which two major ratings agencies — Standard & Poor’s and A.M. Best — announced their opinions on the stability of New Haven, Conn.-based Knights of Columbus Insurance.

For the 34th consecutive year, A.M. Best gave the Knights its top rating, Superior (A++). On the same day, Standard & Poor’s rated the company Extremely Strong (AAA) — the highest rating available.

By year-end, the Knights of Columbus was also certified by the Insurance Marketplace Standards Association (IMSA) for its ethical business and marketing practices, making Knights of Columbus Insurance one of only three insurers in the United States — and the sole insurer in Canada — with all three distinctions.

GROWTH AND STABILITY

“They have the highest rating that we assign — and there is a relatively small percentage of companies that do,” said Joseph Marinucci, an analyst with Standard & Poor’s. “Their ability to make good on a claim is very strong.”

Marinucci said that when S&P made the decision to renew its AAA rating on Knights of Columbus Insurance, it did so based on an extensive analysis of the company’s financial position and business profile.

“We have explicit criteria for evaluating insurance companies,” he said, adding that the analysis includes, but is not limited to, assessing the company’s balance sheet, investment portfolio, risk exposure and cash reserves.

In the report reaffirming its rating, S&P analysts wrote that the decision was “based on [the Knights’] extremely strong capital, very strong competitive position because of its unique strategic advantage in the Catholic market, historically strong profitability and extremely strong liquidity.”

Not everyone familiar with the Knights’ high-profile role as a Catholic fraternal organization understands that the Order was originally chartered as a fraternal benefit society, dedicated to ensuring the financial well-being of its members and their families.

In the 128 years since its founding, the less formal mutual benefit society has developed into an internationally respected insurer, with more than $75 billion in life insurance in force, as well as annuities and long-term care insurance. The insurance is backed by nearly $15 billion in assets, and its services are offered through a network of more than 1,400 full-time professional agents throughout North America.

At the same time much of the insurance industry suffered from a crisis of customer confidence, the Knights wrote a record $7.57 billion in new policies in 2009 and issued more than twice as many annuities as it had the previous year. This growth continues a decade-long trend: From 1999 through 2009, total insurance in force more than doubled.

Supreme Knight Carl A. Anderson attributes the Knights’ success to prudent financial management. “Our history of careful management and our conservative investment practices made all the difference when last year’s severe downturn punished virtually every financial services company,” he said. “Our mission, to provide financial security for our members and their families with top-quality insurance products, remains our number-one priority.”

The numbers suggest that the Knights focus on client service has been very successful. With an overall lapse rate of only 3.8 percent, more than 96 percent of policyholders keep their policies in force year after year, significantly more than the industry average.

A STRATEGY FOR SECURITY
Behind the ratings and the numbers is a staff of seasoned financial professionals whose task is to invest wisely in order to preserve the financial stability of Knights of Columbus Insurance.

Senior Vice President and Chief Investment Officer Anthony V. Minopoli said that there is one key management tenet that kept the program from suffering the financial beating that many firms took during the crisis. “We subscribe to a simple mantra that says there is no transaction that we have to participate in,” he said. “If we really cannot trace how a dollar comes in the front door and makes it to the bottom line, we won’t participate.”

When the rest of the marketplace was running headlong to invest in complex collateralized debt obligations, collateralized loan obligations and other products that would eventually cause the credit markets to seize up, the Knights of Columbus program held back.

“We just decided not to play in that market,” said Minopoli. “It wasn’t that we didn’t understand those products — we understood them perfectly, and that’s why we didn’t get involved with those transactions.”

As other firms threw money into the financial services marketplace the Knights allocated about one-third of the industry average to investments in financial firms. When managers began to see the market for commercial mortgage-backed securities overheating last year, the Order even managed to sell some of its weaker assets into the bull market.

And, in a year when the Federal Deposit Insurance Corporation closed 139 failed banks, Minopoli said, “We literally had exposure to one bank failure, and that was in a portfolio managed by an outside manager.”

According to Minopoli, the focus on prudent investment strategies is a top-down effort. “The overall risk tolerance and the strategy I take in the investment department is completely understood by senior management. I have never been pushed to take risks we shouldn’t take.”

In a message to members, Thomas P. Smith Jr., Executive Vice President (Agencies and Marketing), explained what the Knights’ financial strength means for members.

“First,” he wrote, “it means that you can take great pride in the success your organization is having in fulfilling the vision of Father Michael J. McGivney by caring for the financial security of our members and their families. Second, in case you haven’t already, this would be a great time to get on the bandwagon and have a discussion with your agent.”
